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5. — Taxation : its Levy and Expenditure, past and future ; being an 
Inquiry into our Financial Policy. By Sib S. Morton Peto, 
Bart., M. P. for Finsbury. New York : D. Appleton & Co. 1866. 
8vo. pp. 255. 

This work comprises an excellent and instructive summary of the 
operations of the British exchequer. The various sources of revenue 
are classified, and the effect of each separate tax is traced, both histor- 
ically and deductively, to its effects upon the revenue of the govern- 
ment and the general interests of the nation. Those who mourn the 
ineffectiveness, the inequalities, and other short-comings of our own in- 
ternal-revenue system, may perhaps be comforted by the knowledge that 
the British system, after all the labor and research devoted to its per- 
fection, is about as bad as ours in nearly every point. The author's 
review of the expenditures of the kingdom is however more particularly 
instructive to the American reader. 

Sir Morton makes no attempt to lay down any new general princi- 
ples of taxation. He is a committee-man, — not an economist. But 
in considering the levy and expenditure of a tax as parts of one sys- 
tem, the work suggests inquiries both new and important. Under the 
title " Effects of Taxation," writers on finance employ themselves in 
investigating the effects of levying taxes, but do not think it necessary 
to include in the same category the effects of expending them. 

Conclusions drawn from so one-sided an investigation are of no prac- 
tical use ; they are blind guides. Every government expends, in one 
way or another, all the taxes it levies, and it must levy, in the long run, 
as much money as it expends. So levy and expenditure necessarily go 
hand in hand. This is not all. The effect of taxation on the wealth 
of a country depends almost entirely on the manner in which it is 
expended, and very slightly on the manner in which it is levied, if the 
system is formed with only a decent regard to equity of assessment. 

To some this may be a truism : to others, a paradox. For the bene- 
fit of the latter, we shall endeavor to show clearly how the truth of the 
proposition flows from first principles. 

The tax-payer's money must all come back to him, directly or indi- 
rectly. He pays it into the treasury ; the treasury pays it to govern- 
ment agents ; the latter expend it in the purchase of commodities for 
their support from the tax-payers. The commodities thus purchased 
for the support of government are what the tax is really paid in. The 
effect of the tax depends almost entirely on the nature and final destina- 
tion of these purchased commodities. If the money were expended in 
increasing the wealth and improving the capital of the nation, if gov- 
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eminent supplied all the tax-payers with buildings and machinery to 
the full amount of their tax, there would be hardly a limit to taxation. 

But governments do not directly expend their revenues in this way. 
They wisely leave this to private enterprise. The general rule is, that 
the revenue is all expended in carrying on the government ; that is, 
everything purchased with the revenue is employed in feeding, clothing, 
or enriching the soldiers, clerks, judges, and others who are employed 
by government, and nothing is expended in such a way as to satisfy any 
private want of the tax-payer himself. 

It thus appears that the operation of levying and expending a tax is 
usually simply that of turning a certain amount of the industry of a 
community into a different channel from that which it would take if no 
tax were levied. 

Is the tax spent in war ? This industry is devoted to fighting, and 
making cannon, shot, and other war material. 

Is it spent on a navy ? The nation devotes its industry to building 
ships of war. 

Is it spent in carrying on an expensive government ? The industry 
is devoted to the support of the numerous officers engaged in adminis- 
tering that government. 

In none of these cases does the industry in question enrich either the 
tax-payer or the country. But, in the present condition of the United 
States, any surplus revenue which the government may raise is devoted 
to none of these objects. It is used in paying off the national debt. 
Hence arises an important practical question. What channel is taken 
by the industry called into being by the tax in this case ? Very clear- 
ly, it is not employed in equipping armies or navies, or supporting an 
expensive governmental establishment. It is employed by the govern- 
ment creditors in whatever way they choose. How will they choose to 
employ it ? Let us see whether some light cannot be thrown on the 
question by starting from first principles. 

In the first place, experience has shown that entire communities may, 
during a considerable length of time, greatly overestimate the real 
amount of their wealth. The usual source of deception in this respect 
is an inflated paper currency. We have a memorable example of such 
a deception in the delusive prosperity which preceded the financial re- 
vulsion of 1837. 

A national debt gives rise to a similar deception. In reality, a coun- 
try with a debt is neither richer nor poorer than it would be if that debt 
were destroyed. For, though the bond-holder may be the richer for 
having the bond, the tax-payer owes the entire debt, and is therefore so 
much the poorer. But, unfortunately, both do not include the debt in 
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their estimate of wealth. An individual who owes a note at bank always 
deducts it from his assets, and only considers himself worth the differ- 
ence. Not so the tax-payer. He does not subtract from his assets the 
taxes he owes, and will have to pay for twenty or fifty years. Suppose, 
for instance, that, as is actually the case to a large extent, the tax-payer 
and bond-holder are one and the same person. ; A citizen who owns 
nothing but a thousand-dollar bond pays taxes, sixty dollars per annum 
of which go toward the interest on the national debt. He is really worth 
nothing at all. All the interest he receives goes out of his own pocket 
in the shape of taxes, and when the principal is paid him, it will sim- 
ply be the accumulation of the extra taxes he has paid the government. 
Thus the bond is a piece of wealth as purely fictitious as the sixteen 
hundred extra dollars of the settler of Manhattan Island who " added 
up the year of our Lord among the pounds." Nevertheless, for a sea- 
son, perhaps five years, perhaps a generation, — in fact until he finds out 
his mistake by experience, — he will spend his income on the suppositioa 
that the wealth is real. 

The important point which we maintain is, that as government pays 
off the debt the deception will be removed, and the bond-holder will 
turn his fictitious into real capital, and thus add to the sum total of na- 
tional wealth. Government levying heavier taxes, he will be compelled 
to economize. True, he need not continue this economy, for his taxes 
are returned to him in payment of the principal of the debt, and, if he 
chooses, he can spend them in the usual articles of consumption. But 
he will not thus choose, because, if he did so, he would find his fictitious 
wealth disappearing, and when the debt was completely discharged 
would find himself worth nothing, as he really has been all along. He 
will therefore " save " his money ; in other words, he will directly or in- 
directly invest it in some form of productive capital, — railroads, store- 
houses, mills, or mines. He himself, or some one to whom he loans the 
money, will with it hire laborers to build the railroads, houses, or mills, 
and this is the channel into which the labor diverted by the taxation is 
turned. 

Hence the operation of levying taxes t6 pay off our debt is not an 
exhaustive, but a recuperative process. The more heavy our taxes, and, 
in consequence, the more rapidly we extinguish the debt, the more rap- 
idly we shall replace the capital we have expended in war. 

Before considering further the effect of taxation on industry, let us 
compare the effect of the recuperative process we have described with 
the effect of war. 

Before the war, the population of our country performed a certain 
amount of labor annually. Of the product of this labor one portion 
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was consumed within the year, in the supply of our current wants ; 
another portion was added to the fixed capital of our country. When 
the war broke out, it was necessary that a large portion of our pro- 
ductive population should be employed as soldiers, or artificers in the 
manufacture of war material. But this would be absolutely impossible 
unless we should submit to one or all of the following conditions : — 

1. To labor more, performing in addition to all our former labor all 
that was necessary to carry on the war. 

2. To expend less on our current wants. 

3. To lessen the rate of increase of our capital, or suffer a portion 
of what we already possessed to deteriorate. 

Practically, our war expenditure was derived from all three of these 
sources. We labored more, consumed less, and, in reality, saved less. 
Here, however, was where the deception commenced. Men regulate 
their expenditure by the rate at which they conceive their wealth to be 
increasing. This increase each individual estimates by the nominal 
increase in the money value of his property. Government advancing 
the fictitious wealth of government debt to all who sacrificed capital for 
the war, the latter, individually, found their capital as they supposed 
undiminished, fictitious taking the place of real capital. For a while 
the deception was increased by the unfortunate paper-money policy, 
which inflated nominal values without adding to real values. Thus we 
took our war expenses from the interior of the pillars of our national 
wealth, leaving the outside to look as firm as ever. By the policy of 
heavy taxation and rapid payment of our debt, we shall once more 
make them solid. Our argument may be summed up as follows ; — 

When men are made to feel richer than they really are, they expend 
too much of their income on present wants. The national debt made 
them feel thus, and thus kept them from increasing their capital.] 

To make men replace the capital thus wasted, we must remove this 
deception. Paying the debt does this, and thus makes them lessen 
their present wants, and replace their capital. 

Unfortunately, a policy which makes men feel poorer will be distaste- 
ful to them, and the government is therefore loath to inaugurate it. The 
only remedy for this difficulty lies in showing men that their pecuniary 
interests do not really suffer by heavy taxation. That this is true of 
the combined wealth of the nation has been shown already. But 
taxes are taken from the tax-payer and paid to the bond-holder. In so 
far as these are different classes, though the latter are enriched, are not 
the former impoverished ? Certainly, in so far as the payment of a 
debt he owes can be said to impoverish one. But it must be paid, and 

pakes very little difference to the debtor whether he pays it as rap- 
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idly as he can save the money, and therefore in a few annual instal- 
ments, or whether he pays in small sums for many years, with the 
continual addition of compound interest. Let every one reflect that, 
the lighter his taxes, the longer he will have to pay them. 

Taxation, again, is supposed to cramp and discourage industry. On 
a superficial view, this seems very plausible. When you tax an article, 
it will be said, do you not at the same time discourage its production, 
and lessen the ability of men to purchase it? Certainly, we reply; 
this is the effect of the mere levy of the tax. But when the tax comes 
to be expended, as it must, a demand for labor or its products in some 
shape is necessarily created. If government expends the tax in war, 
a proportionate demand is made for soldiers, cannon, and muskets, and 
the production and consumption of these articles is encouraged to the 
same extent that the production and consumption of taxed clothing is 
discouraged. If the money raised by taxation is used to pay off the 
national debt, then the production of those things which the govern- 
ment creditors purchase with the money, namely, fences, farming im- 
plements, machinery, and other forms of - permanent capital, is encour- 
aged. It is quite true, then, that the production of some articles, 
especially those articles on which people are disposed to economize, will 
be discouraged, but the production of others will necessarily be en- 
couraged to the same extent. That the production and consumption of 
some articles shall be diminished, is a necessity of our position, and not 
merely an effect of taxation. Some appear to think that, through the 
marvellous influence of paper money, we shall be enabled to live in as 
fine houses, eat as costly food, and wear as much cloth, as we would 
had there been no war, and at the same time repair the waste of wealth 
caused by the war. We apprehend that a clear and categorical enun- 
ciation of this doctrine will render its refutation needless. 

A temporary stagnation in business, a cessation in the demand for 
labor, and other social disturbances, are almost unavoidable results of 
the transition from peace to war, or from war to peace, and have little 
to do with financial policy. As an actual fact, neither the demand for 
labor nor its wages are the less for our taxes, and we venture to 
say that neither would be lessened if the taxes were doubled. It is 
quite true that neither the laborer nor the professional man can pur- 
chase as much with his income as if there were no taxes, owing to the 
higher price of taxed commodities. But let him open an account cur- 
rent with the United States, marking himself debtor by his full share of 
the national debt, and henceforth credit himself with all the taxes he 
pays, and note that, the heavier the tax, the more rapid the payment, 
and he will complain less of heavy taxation. 
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Frequently those evils are charged to taxation which are only the 
legitimate effect of that state of things which made the tax necessary. 
A city or a state borrows largely to engage in digging a canal, which 
soon proves unprofitable. A tax is levied to pay for the work, and a 
severe pressure on the tax-payers is the result. They attribute it to 
the tax, and forget the canal. But the real cause of the evil is the 
labor diverted from useful to useless employment ; and it would have 
been felt equally, though perhaps in a different way, had they never 
been called on to pay for it. 

It is the government expenditures, and not its taxes, on which the 
people should keep the most vigilant watch. Every soldier and every 
establishment which demands the direct payment of money by govern- 
ment is a source of real exhaustion. But every dollar applied to the 
payment of the national debt, though unnecessarily, so far from being 
a dollar lost, is at least seventy cents clear gain to the capital of the 
country. 

Thus far we have confined ourselves to the effect of expending taxes 
in various ways, because this is a branch of the subject little under- 
stood and entirely neglected. The principles on which revenue can 
best be raised are so much better understood, that we shall dismiss briefly 
the subject of raising revenue. In fact, if Congress should confine 
the object of its revenue bills to the collection of the greatest possible 
revenue in an equable manner, we should have nothing to say on 
the subject. But there is a disposition to legislate in such a way as 
to encourage exportation and diminish importation. This indicates a 
strange incongruity of ideas, for the imports and exports of every coun- 
try necessarily balance each other in the long run. And if they did 
not, the individual common-sense of every man, if he would only think, 
would tell him that the only advantage of exporting goods comes from 
the imports which pay for them ; and the greater the value of these, 
the greater the advantage. 

It is supposed, however, that by manufacturing for other nations we 
shall become wealthy. Hence it is proposed to allow a drawback on 
manufactured goods which are exported. That is, we are to allow for- 
eigners to purchase in our markets on better terms than our own citi- 
zens, and government is to pay the difference ! A strange way this of 
becoming rich. Nations increase in wealth by employing their labor 
in that way in which it is economically most advantageous. If there 
are cases in which this way has been by manufacturing goods for 
export, it is only because the nations had so completely developed 
their home resources that they could find nothing more advantageous to 
do. Such is the case with England. But this, so far from being an 
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advantage, is a positive disadvantage, since a large portion of the cost 
of transportation, as well as of the duties which other nations choose to 
levy, has to be paid by the English manufacturer. If England could be 
supplied with land and other natural resources like ours, she would 
very soon either discontinue many of her manufactures, or charge a much 
higher price for them. Would she thus become the poorer ? No more 
so than the laborer who would sell his spade at auction after coming 
into a fortune. 

For the reasons we have given, we earnestly hope the efforts of our 
national legislature will be given with unabated energy to the rapid 
extinction of our national debt, with the certainty that the wealth of the 
country will thereby be increased in the only way within the control of 
government. 



6. — The Science of Wealth : a Manual of Political Economy, embra- 
cing the Laws of Trade, Currency, and Finance. By Amasa 
Walker, Lecturer on Political Economy in Amherst College. 
Boston : Little, Brown, & Co. 1866. 12mo. pp. xxx., 478. 

The author of this volume has made a valuable addition to the 
American literature of Political Economy. While he gives a fair share 
of attention to all the topics which the American reader needs to un- 
derstand, in order to apply the science to the actual affairs of his coun- 
try, he discusses the subject of the currency with such fulness and abil- 
ity as to entitle his work to a foremost, place among the many volumes 
which economical science, especially in Europe, has recently contrib- 
uted to that subject. There is at this moment no branch of political 
economy which so engrosses the European mind as that of currency 
and banking. For more than two years past, a most animated, if 
not bitter, controversy has been waging in France between the advo- 
cates of the monopoly now enjoyed by the Bank of France in the 
issue of representative money, and the more radical school of econo- 
mists, who seek to apply their favorite principle of commercial free 
trade to the creation of currency, as well as to all the other func- 
tions of banking. The controversy grew out of an attempt to erect 
the Bank of Savoy — an institution which, before the annexation of 
that Italian province to France, enjoyed the privilege of issuing paper 
money — into a rival of the Bank of France, which, under the laws 
of the Empire, enjoys the sole privilege of issue. The managers 
of the Credit Mobilier, Messrs. Emile and Isaac Pereire, who are, 
without doubt, among the ablest financiers of France, aided by their 



